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Report of Independent Auditors

To the Members of
D. E. Shaw Securities, L.L.C.:

We have audited the accompanying statement of financial condition of D. E. Shaw Securities, L.L.C, (the
“Company”), a Delaware limited liability company, as of December 31, 2004. This statement of financial
condition is the responsibility of the Company’s management. Our responsibility is to express an
opinion on the statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the statement of financial condition, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall presentation of the statement of
financial condition. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of D. E. Shaw Securities, L.L.C. at December 31, 2004, in conformity with

accounting principles generally accepted in the United States.

February 23, 2005

A Member Practice of Ernst & Young Global




D. E. Shaw Securities, L.L.C.

Statement of Financial Condition
December 31, 2004

Assets

Receivable from clearing broker
Other assets

Total Assets

Liabilities and Members’ Capital

Payable to Parent
Other liabilities and accrued expenses

Total Liabilities
Commitments
Members’ Capital

Total Liabilities and Members’ Capital

The accompanying notes are an integral part of this statement.

(in thousands)

$ 1,662
15

$ 1,677

$ 14
106

120

1,557

$1,677




D. E. Shaw Securities, L.L.C.

Notes to Statement of Financial Condition
December 31, 2004

1. Organization

D. E. Shaw Securities, L.L.C. (the “Company”) is a Delaware limited liability
company. D. E. Shaw & Co., L.P. (the “Managing Member”) is the managing
member of the Company and held 32.1 percent of the Company’s capital at year-
end. D. E. Shaw Securities Trading, L.P. (the “Parent”) is the sole non-managing
member of the Company.

The Company is a securities broker-dealer that is currently involved in certain
private placement activities and also acts as executing broker for other companies
in the D. E. Shaw group.

2. Significant Accounting Policies

The Company’s statement of financial condition is prepared in accordance with
accounting principles generally accepted in the United States (“U.S. GAAP”),
which require management to use its judgment in making certain estimates. Such
estimates may differ from the amounts ultimately realized due to the uncertainties
inherent in any such estimation process, and the differences may be material.

Substantially all of the Company’s assets and liabilities are carried at either fair
value or contracted amounts that approximate fair value.

In the normal course of business, the Company has entered into certain contracts
that provide a variety of indemnities. The Company’s maximum exposure under
these indemnifications is unknown. However, no liabilities have arisen under
these indemnities in the past, and while there can be no assurances in this regard,
there is no expectation that any will occur in the future. Therefore, the Company
does not consider it necessary to record a liability in this connection under

U.S. GAAP.

U.S. federal and state income taxes have not been provided because the members
report their respective distributive share of the Company’s taxable income or loss
on their respective tax returns. As discussed below, the Company does, however,

include a provision for unincorporated business taxes, when appropriate.

3. Receivable From Clearing Brokers

Any transactions in financial instruments are cleared by a limited number of
clearing brokers (the “Clearing Brokers”) pursuant to clearance agreements.




D. E. Shaw Securities, L.L.C.

Notes to Statement of Financial Condition (Continued)
December 31, 2004

3. Receivable From Clearing Brokers (Continued)

During 2004, all of the Company’s cash was deposited with one such Clearing
Broker (i) for safekeeping purposes and (ii) as a buffer (which may or may not be
of adequate size at any given point in time to serve its intended purposes) against
an increase in regulatory capital requirements, and for expenses, operating costs,
and other operating needs of the Company. This subjects the Company to credit
risk with respect to this Clearing Broker.

4. Related Party Transactions

The Managing Member, directly and through certain affiliates, provides
substantially all personnel, management, and overhead, and certain other services
to the Company and the Parent. In consideration for providing these services and
in accordance with the applicable operating agreements, the Managing Member is
reimbursed by the Parent’s parent company for the effect of its bearing related
expenses as well as for certain other of its and its members’ costs resulting directly
or indirectly from its management activities. In turn, the Company is responsible
for its allocable share of these costs and expenses pursuant to an expense
allocation agreement between the Managing Member, the Parent and the
Company. In connection with this agreement, the total costs and expenses
applicable to the Company (primarily related to personnel costs and professional
fees) were charged to the Company by the Parent. Payable to Parent represents
amounts due with respect to such activities. Any such payables are due on
demand.

The Company receives no compensation for the execution services it provides to
other companies in the D. E. Shaw group, but did receive compensation for its
role in certain private placement activities.

5. Net Capital Requirement

As a registered broker-dealer and member of the National Association of
Securities Dealers, Inc., the Company is subject to Rule 15c3-1 of the United States
Securities and Exchange Commission, which specifies uniform net capital
requirements for its registrants. The Company has elected the alternative net
capital method permitted by Rule 15¢3-1, which requires that it maintain
minimum net capital, as defined, equal to the greater of $250,000 or two percent
of aggregate debit items arising from customer transactions, as defined. At
December 31, 2004, the Company had net capital of approximately $1.5 million,
which exceeded the minimum requirement by approximately $1.3 million.




D. E. Shaw Securities, L.L.C.

Notes to Statement of Financial Condition (Continued)
December 31, 2004

5. Net Capital Requirement (Continued)

Proprietary balances, if any, held at a Clearing Broker (“PAIB assets”) are
considered allowable assets for net capital purposes, pursuant to an agreement
between the Company and such Clearing Broker, which requires, among other
things, that the Clearing Broker perform computations for PAIB assets and
segregate certain balances on behalf of the Company, if applicable.

6. Taxes

The Company is subject to unincorporated business taxes related to its
operations. To the extent taxes are provided for in the financial statements, any
such taxes are accrued for at the effective rate of the Company.

The Company has $22.2 million of net operating loss carryforwards from prior
years. The Company has recognized a valuation allowance for the entire balance
of the deferred tax assets of $0.9 million resulting from the net operating loss
carryforwards as it is more likely than not that the deferred tax assets may not be
realizable in future years. The loss carryforwards will expire at various times
between 2020 and 2023.

At December 31, 2004, any provision for unincorporated business taxes was
entirely offset by the deferred tax asset.



